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1. Who is primarily liable for paying the donor's tax?
A. The recipient of the gift
B. The donor, or person making the gift
C. A tax professional
D. The government

2. Are proceeds from a life insurance policy where the

beneficiary designation is irrevocable always subject to
donor's tax?

A. True.
B. False.

C. Only if the premium was paid by the donor.
D. Depends on the policy amount.

3. Which condition allows for the revocation of a donor's gift?
A. If the donor becomes a minor

B. If the donee fails to comply with specific conditions
C. If the donor moves outside the country
D. If the recipient becomes incapacitated

4. When should the donor's tax return be filed after a gift has
been made?

A. 30 days after the gift has been made.
B. 6 months from the date of the gift.

C. 25 days after giving the gift.

D. 30 days after the end of every quarter.

5. Which of the following is directly related to the assessment
of donor's tax?

A. The recipient's income level
B. The donor's total net worth
C. The value of all gifts given

D. The donor's relationship to the recipient
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. Which action constitutes a taxable gift?
A. Creditor's gratuitous discharge of a debtor's obligation.
B. One day rent-free use of another's property.
C. A gratuitous transfer by an incompetent.

D. An agreement to make a future transfer which is not
supported by consideration.

. If a donation is made under a private document, how is it
treated?

A. It is considered a public act

B. It is non-existent for tax purposes
C. It is valid but requires tax reporting
D. It becomes a formal contract

. What can be a consequence of not properly documenting a
gift for donor's tax purposes?

A. The gift may be considered invalid

B. Higher penalties or disallowance of exemptions may occur
C. The recipient must pay a higher tax rate

D. The donor will lose all deductions

. Are gifts made by will subject to donor's tax?
A. Yes, they are taxable

B. No, they fall under estate tax

C. Only if they exceed the annual exclusion

D. Depends on the property's value

10. How can lifetime giving strategies help reduce estate tax?

A. They increase the total value of the estate

B. By reducing the size of the estate and potential estate taxes
C. They allow for additional tax credits

D. They have no impact on estate taxes
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1. Who is primarily liable for paying the donor's tax?
A. The recipient of the gift

B. The donor, or person making the gift
C. A tax professional

D. The government

The correct answer is that the donor, or person making the gift, is primarily liable for
paying the donor's tax. This tax is imposed on the transfer of property or money as a gift,
and the responsibility for its payment lies with the individual who initiates the gift rather
than the recipient. In the context of tax law, it is the donor’s financial obligation to
report the gift and pay any applicable tax, which ensures that the tax liability is clearly
defined and centralized. The recipient does not bear this responsibility, as they are not
the ones making the gift but rather receiving it. A tax professional may assist in
navigating the complexities of the donor's tax and ensuring compliance with regulations,
but they do not hold any direct liability for the payment of the tax. Similarly, the
government is not liable for payment; instead, it is the entity that enforces the tax

obligation and collects the tax revenue. Thus, the responsibility remains firmly with the
donor.

2. Are proceeds from a life insurance policy where the

beneficiary designation is irrevocable always subject to
donor's tax?

A. True.
B. False.

C. Only if the premium was paid by the donor.
D. Depends on the policy amount.

The statement that proceeds from a life insurance policy with an irrevocable beneficiary
designation are always subject to donor's tax is not accurate. When the beneficiary
designation is irrevocable, it means that the policyholder cannot change the beneficiary
without the consent of the beneficiary. However, the donor’s tax comes into play
primarily when a gift is made. In this context, the proceeds from a life insurance policy
are generally not subject to donor's tax upon the death of the insured. This is because the
death benefit is typically excluded from the taxable estate as a gift since the transfer
occurs at death, not while the donor is still alive. The life insurance proceeds are paid to
the beneficiary directly and are not considered a gift from the policyholder to the
beneficiary during the lifetime of the policyholder. The irrevocable designation impacts
the control the policyholder has over the policy but does not alter the fundamental
nature of the transaction concerning donor's tax liabilities. Therefore, the assertion that
such proceeds are always subject to donor's tax is incorrect.
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3. Which condition allows for the revocation of a donor's gift?
A. If the donor becomes a minor

B. If the donee fails to comply with specific conditions
C. If the donor moves outside the country
D. If the recipient becomes incapacitated

The revocation of a donor's gift is primarily contingent upon specific conditions set forth
during the gifting process. In this context, if the donee fails to comply with defined terms
or conditions attached to the gift, the donor retains the right to revoke the gift. For
instance, if the gift was conditional upon the donee achieving a certain milestone, failing
to meet that milestone enables the donor to retract the gift. This principle recognizes
the importance of adherence to the terms agreed upon by both parties in the gifting
arrangement. It ensures that the gift is not only a transfer of ownership but also a
mutual agreement that can be upheld legitimately, protecting the interests of the donor.
Other situations mentioned, such as the donor becoming a minor, moving outside the
country, or the recipient becoming incapacitated, typically do not grant the donor the
legal right to revoke a gift already made. Instead, once a gift has been finalized

according to the relevant laws and agreements, other factors usually do not interfere
with the validity of that gift.

4. When should the donor's tax return be filed after a gift has
been made?

A. 30 days after the gift has been made.
B. 6 months from the date of the gift.

C. 25 days after giving the gift.

D. 30 days after the end of every quarter.

The donor's tax return must be filed within 30 days after a gift has been made. This
timeframe aligns with the regulatory requirements for reporting gifts and ensures that
the donor meets their compliance obligations in a timely manner. Filing within this
period helps the Internal Revenue Service (IRS) keep track of gift transactions and
assess any potential tax implications associated with gifts that exceed the annual
exclusion amount. This 30-day deadline is crucial for accurate reporting and avoiding
penalties. By adhering to this timeline, donors can effectively manage their tax

responsibilities and maintain transparency with the IRS regarding their gift-giving
activities.
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5. Which of the following is directly related to the assessment
of donor's tax?

A. The recipient's income level
B. The donor's total net worth
C. The value of all gifts given

D. The donor's relationship to the recipient

The assessment of donor's tax is primarily determined by the value of all gifts given. This
is because donor’s tax is levied based on the value of the gifts transferred from the donor
to the recipient within a particular tax year. The tax is calculated on the total amount of
these gifts, with a few exclusions or deductions allowed. In assessing donor's tax, the
other factors such as the recipient's income level, the donor's total net worth, and the
relationship between the donor and recipient do not directly influence the taxable
amount itself. Instead, they might play a role in how gifts are perceived for other tax
implications or exemptions but do not impact the direct assessment of donor's tax.
Therefore, understanding the total value of gifts given is crucial for accurately
determining the tax owed.

6. Which action constitutes a taxable gift?

A. Creditor's gratuitous discharge of a debtor's obligation.

B. One day rent-free use of another's property.
C. A gratuitous transfer by an incompetent.

D. An agreement to make a future transfer which is not
supported by consideration.

In the context of gift taxation, a taxable gift is generally defined as any transfer of
property or money where the donor does not receive something of equal value in return,
thereby diminishing their estate without an equivalent benefit. Among the options
provided, the action that constitutes a taxable gift aligns with this definition. A
creditor's gratuitous discharge of a debtor's obligation is a clear case of a taxable gift.
When a creditor forgives a debt, they are essentially relinquishing a right to payment,
which benefits the debtor. This transfer of wealth from the creditor to the debtor is
considered a gift since the debtor does not provide any consideration in return for the
obligation being discharged, effectively reducing the creditor's net worth without any
compensatory advantage. The other scenarios listed do not fulfill the criteria for a
taxable gift. For instance, the one-day rent-free use of another's property can be
considered a favor, but it typically does not reach the threshold of a gift that would be
subject to taxes under the gift tax regulations, as it does not involve a substantial
transfer of value. A gratuitous transfer by an incompetent individual could also be seen
as lacking validity and thus not qualifying as a taxable gift, since it raises questions
about the legal capacity to make such a transfer
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7. If a donation is made under a private document, how is it
treated?

A. It is considered a public act
B. It is non-existent for tax purposes
C. It is valid but requires tax reporting

D. It becomes a formal contract

When a donation is made under a private document, it is valid but requires tax reporting.
This means that while the donation is legally recognized, the donor needs to report it for
tax purposes to ensure transparency and compliance with tax regulations. In many
jurisdictions, substantial gifts can have implications for gift tax liability, so proper
documentation and reporting are essential to comply with tax law. This choice reflects
the importance of declaring various types of donations on tax returns, especially
significant contributions that may influence taxable income or involve potential tax
liabilities. By reporting such donations, individuals maintain legal accountability and
prevent any misunderstandings with tax authorities regarding the status of the donation.
The other options do not accurately represent the situation. A public act would typically
involve official documentation or ceremonies, while suggesting it is non-existent for tax
purposes overlooks the reality of reporting obligations. Labeling the donation as a formal
contract could misinterpret the nature of the private document, as legal validity does not
automatically equate to contract status. Thus, the correct framing of the donation's
treatment is that it is indeed valid but requires appropriate tax reporting.

8. What can be a consequence of not properly documenting a
gift for donor's tax purposes?

A. The gift may be considered invalid
B. Higher penalties or disallowance of exemptions may occur

C. The recipient must pay a higher tax rate
D. The donor will lose all deductions

When a gift is not properly documented for donor's tax purposes, one key consequence is
that higher penalties or disallowance of exemptions may occur. Accurate record-keeping
is vital in substantiating the value of the gift and ensuring that it aligns with tax
regulations. If there is inadequate documentation, tax authorities may challenge the
reported values and question the legitimacy of the reported exemptions or deductions.
This situation creates a risk of incurring penalties for failing to meet the necessary
reporting requirements. Additionally, if the documentation is insufficient, the IRS may
disallow certain deductions or exemptions entirely, leading to an increased tax liability
for the donor. In this respect, proper documentation serves not just as a protective
measure for the donor, ensuring compliance and minimizing penalties or audits, it is also
critical in accurately reflecting the nature and value of the gift for tax purposes. The
consequences outlined in the other options are less likely or not applicable in the context
of inadequate gift documentation. For example, invalidating the gift or higher tax rates
for the recipient are not common repercussions directly tied to documentation failures.
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9. Are gifts made by will subject to donor's tax?
A. Yes, they are taxable
B. No, they fall under estate tax

C. Only if they exceed the annual exclusion
D. Depends on the property's value

Gifts made by will, also known as bequests, are not subject to donor's tax because they
are classified under estate tax regulations. When an individual passes away and transfers
property to heirs or beneficiaries through a will, the transfer occurs at death and falls
under the purview of estate tax rather than the donor's tax, which applies to gifts made
during a person's lifetime. Estate tax is calculated based on the total value of the
decedent's estate at the time of their passing. In this context, any gifts made through a
will are considered part of that estate and are taxed according to the estate tax rules,
which take into account various deductions and exemptions. Donor's tax, on the other
hand, applies to gifts made during an individual's life. Therefore, any lifetime gifts are
evaluated for donor's tax, but those specified in a will are not.

10. How can lifetime giving strategies help reduce estate tax?
A. They increase the total value of the estate
B. By reducing the size of the estate and potential estate taxes
C. They allow for additional tax credits

D. They have no impact on estate taxes

Lifetime giving strategies are effective in reducing estate tax because they involve
making gifts during a person's lifetime rather than transferring assets solely at death.
This strategy effectively diminishes the overall value of the estate because the assets
given away are no longer considered part of the estate at the time of death. By gifting
assets while alive, individuals can take advantage of gift tax exemptions, such as the
annual exclusion amount, which allows a certain amount to be gifted tax-free each year.
This approach not only reduces the taxable estate but can also help in strategic planning
to manage and distribute wealth over time, ultimately lowering potential estate taxes
that would be imposed on the value of the estate after death. Although lifetime giving
might increase the total number of transactions and possibly complicate financial
management, its primary advantage remains the significant reduction of the estate's
value and, consequently, the potential estate tax liability. The other strategies
mentioned in the incorrect options do not effectively contribute to minimizing estate
taxes or might misinterpret the implications of lifetime gifting. For example, increasing
the estate's value would directly increase the potential estate tax liability, rather than
reducing it, and additional tax credits may not apply specifically to lifetime gifting in the
context of estate tax reduction. Lastly, claiming that lifetime giving has no impact on

Sample study guide. Visit https://donorstax.examzify.com for the full version1755891475 | Page 12



